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INTRODUCTION 


The  State  of  Montana  Department  of  Public  Service  Regulation,  through  an 
appropriation  from  the  Montana  Legislature  in  1979,  elected  to 
re-examine  the  divergent  findings  that  evolved  from  the  1944  joint 
hearing  of  the  Montana  Public  Service  Commission  (Montana  Commission) 
and  the  Federal  Power  Commission  (FPC)  in  Docket  Nos.  3421  and  IT-5825, 
respectively.  These  different  findings  involved  divergent  valuation 
philosophies  of  the  two  Commissions  for  certain  classes  of  property  of 
The  Montana  Power  Company,  specifically  land  and  land  rights  of  several 
of  its  hydroelectric  power  projects  in  Montana. 

By  letter  notification  on  January  16,  1980  from  Mr.  Dan  Elliott, 
Administrator  of  the  Utility  Division  of  the  Montana  Public  Service 
Commission,  Fox  &  Company  and  Spiegel  &  McDiarmid  (Consultants)  were 
retained  to  provide  technical  assistance  in  the  re-examination  of  these 
findings . 

The  purpose  of  this  report  is  to  inform  the  Commission  and  its  Staff  of 
the  findings  of  Fox  &  Company  and  Spiegel  &  McDiarmid  during  their 
preliminary  review  of  the  project  by: 

Describing  the  current  and  past  standing  of  the  issue  of  plant 
valuation  differences  emanating  from  the  divergent  Commissions' 
decisions  of  1944-1945. 
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Reciting  a  concise  history  of  the  development  of  The  Montana 
Power  Company  from  its  origins  to  the  present. 

Describing  what  records  currently  exist  that  document  the 
original  and  current  valuation  of  plant  balances  from  both  the 
Montana  Commission  and  FPC  records  and  workpapers. 

Furnishing  formal   schedules   together   with   a   descriptive 

narrative  summarizing   the   $15,853   million   plant   valuation 

difference  between  the  findings  of  the  Montana  Commission  and 
the  FPC. 

Outlining  the  legal  rationale  and  precedents  that  should  assist 
the  Montana  Commission  in  its  examination  of  the  plant 
valuation  issue. 

Exploring  the  ratemaking  effect  the  divergent  findings  of  the 
two  Commissions  have  had  since  1945  and  the  viable  alternatives 
the  Montana  Commission  has  in  deciding  the  issue  at  this  time, 
including  renewing  the  Consultants'  suggestion  in  their 
original  proposal  for  the  Montana  Commission  to  consider  a 
stipulation  process  for  disposing  of  the  issue  to  the 
satisfaction  of  all  parties  with  possible  significant  cost 
savings  to  Montana's  taxpayers. 

Providing  a  summation  and  recommendation  to  the  Montana 
Commission  concerning  how  to  proceed  with  the  ratemaking 
process  regarding  this  original  cost  issue. 
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HISTORY  OF  THE  COMPANY 


The  history  of  The  Montana  Power  Company,  as  it  is  for  most  electric 
utilities,  is  closely  tied  to  the  industrial  development  of  its  service 
area.  For  the  Company,  this  relationship  to  industrial  development  is 
even  stronger  because  of  the  interrelationships  among  Montana's  utility, 
mining  and  smelting,  and  railroad  industries  in  the  late  nineteenth  and 
early  twentieth  centuries.  Following  is  a  brief  summary  of  the  major 
milestones  in  the  Company's  development.  For  more  detailed 
presentations  of  the  Company's  background,  Parts  I  and  II  of  The  Montana 
Power  Company  Reclassification  of  Electric  Plant,  Revised  1943,  and  the 
Federal  Power  Commission's  Staff  Report  on  the  Reclassification  and 
Original  Cost  Studies  of  Electric  Plant  as  at  January  1,  1937  provide  a 
comprehensive  analysis  of  The  Montana  Power  Company's  past. 

Although  its  predecessor  affiliated  companies  can  be  traced  back  much 
further,  The  Montana  Power  Company  was  incorporated  October  25,  1912 
under  the  laws  of  the  State  of  New  Jersey.  Amendments  to  the  Articles 
of  Incorporation  were  made  on  both  November  8,  1912  and  December  12, 
1912.  On  December  12,  1912  the  Company  was  formed  through  the 
consolidation  of  Butte  Electric  &  Power  Company,  Missouri  River  Electric 
and  Power  Company,  Madison  River  Power  Company  and  Billings  &  Eastern 
Montana  Power  Company. 


-3- 


V 

■ 
m 
m 

i 

ii 
i 

i 
i 

l 

1 

i 

ii 


At  the  time  of  the  1912  consolidation,  Butte  Electric  &  Power  Company 
controlled  the  other  participants  in  the  merger.  It  owned  the  stock  of 
Missouri  River  Power  Company  and  Madison  River  Power  Company;  Madison, 
in  turn,  owned  the  common  stock  of  Billings  &  Eastern  Montana  Power 
Company.  In  addition,  Butte  Electric  owned  half  interest  in  the  stock 
of  Great  Falls  Water  Power  &  Townsite  Company  and  its  subsidiary  Great 
Falls  Power  Company.  This  partial  ownership  of  the  Great  Falls  Water 
Power  &  Townsite  Company  was  acquired  by  Butte  Electric  &  Power  Company 
in  1908  from  John  D.  Ryan,  who  was  then  President  of  Anaconda  Copper 
Mining  Company  and  Director  of  the  Chicago,  Milwaukee  &  St.  Paul 
Railway;  in  exchange,  Ryan  secured  one-sixth  control  over  what  was  to 
become  The  Montana  Power  Company. 

Between  1892  and  the  merger  of  1912,  the  various  component  parts  of 
Butte  Electric  &  Power  Company  had  acquired  the  power  systems  of  forty 
entities.  The  four  major  participants  in  the  1912  merger  and  their 
respective  acquisitions  shown  by  year  are  as  follows: 

Butte  Electric  &  Power  Company 

Butte  Electric  Light  and  Power  Company  (1892) 

Silver  Bow  Electric  Light  and  Power  Company  (1892) 

Silver  Bow  Electric  Light  Company  (1892) 
-    Thomson  Houston  Electric  Company  (1892) 
Butte  Lighting  and  Power  Company  (1901) 

Butte  General  Electric  Company  (1899) 

Brush  Electric  Light  and  Power  (1899) 
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Butte  Gas,  Light  and  Fuel  Company  (1908) 

Butte  Gas,  Light  and  Coke  Company  (1900) 

Montana  Power  Transmission  Company  (1909) 
Montana  Power  Company  (1899) 
Big  Hole  Improvement  Company  (1899) 

Phoenix  Electric  Company  (1908) 

Phoenix  Light  and  Steam  Heating  (1895) 

Great  Falls  Electric  Properties  (1909) 

Great  Falls  Street  Railway  Company  (1900) 

Boston  and  Great  Falls  Electric  and  Power  Company  (1906) 

Great  Falls  Electric  Light  and  Gas  Company  (1891) 

Townsend  Electric  Plant  (1912) 

Missouri  River  Electric  &  Power  Company 

United  Missouri  River  Power  Company  (1912) 

Helena  Power  Transmission  Company  (1909) 

Capital  City  Power  Company  (1910) 

Capital  City  Improvement  Company  (1907) 

Missouri  River  Power  Company  (1909) 

Helena  Water  and  Electric  Company  (1900) 

Madison  River  Power  Company 

Gallatin  Light,  Power  and  Railway  Company  (1908) 
Bozeman  Electric  Light  Company  (1892) 


-5- 


■ 

1 

I 

p 

II 
1 
1 
I 

1 

I 
1 

1 

1 
1 

1 

1 


Peoples  Electric  Light  and  Power  Company  (1904) 
Bozeman  Light  and  Traction  Company  (1905) 

Livingston  Water  Power  Company  (1908) 

Livingston  Electric  Light  Company  (1908) 

Henry  F.  Kroyer  Parrot  Lands  (1908) 

Belgrade  Water  Company  (1907) 

Bozeman  Street  Railway  Company  (1908) 

The   Power   Company    (1905) 

Billings  &  Eastern  Montana  Power  Company 


Billings  Water  Power  Company  (1908) 
Yellowstone  River  Power  Company  (1908) 
Montana  Trading  Company  (1909) 
Big  Timber  Electric  Power  Company  (1910) 
Columbus  Distribution  System  (1911) 


Two  important  acquisitions  were  consummated  in  1913,  shortly  after  the 
merger  that  formed  The  Montana  Power  Company.  John  D.  Ryan  sold  his 
remaining  half  interest  in  the  Great  Falls  Water  Power  &  Townsite 
Company  as  well  as  the  entire  Thompson  Falls  Power  Company  to  The 
Montana  Power  Company.  These  transactions,  along  with  the  pre-1912 
acquisition  and  merger  activity,  constituted  much  of  the  plant  write-up 
controversy  that  the  Montana  Public  Service  Commission  is  presently 
considering  and  resulted  in  Mr.  Ryan  gaining  over  50%  control  of  the 
common  stock  of  The  Montana  Power  Company.  The  Great  Falls  and  Thompson 
Falls  acquisitions  were  formally  merged  with  The  Montana  Power  Company 
in  1929. 
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Aside  from  the  two  acquisitions  described  above,  approximately  thirty 
acquisitions  or  mergers  were  made  from  1913  to  1936,  the  cutoff  date  for 
the  plant  reclassification  and  valuation  that  was  the  cause  for  the  1944 
joint  hearings.   These  transactions,  shown  by  year,  are  as  follows: 


Conrad  Electric  and  Power  Company  (1913) 

Lewistown  Electric  and  Power  Company  (1914) 

Havre  Electric  Company  (1914) 

Harlowtown  Light  and  Water  Company  (1916) 

Roundup  Electric  Company  (1919) 

Bridger  Coal  and  Improvement  Company  (1921) 

Bear  Creek  Water  and  Light  Company  (1922) 

Melstone  Distribution  System  (1922) 

Montana    Coal   and    Iron   Company    (1923) 

Hardin  Light  and  Water  Company  (1924) 

Barnes-King   Development    Company    (1925) 

White  Sulphur  Springs  Distribution  System  (1925) 

National    Realty   Company    (1926) 

Deer  Lodge  Electric  Company  (1929) 

Helena  Gas  and  Electric  Company  (1929) 

Missoula  Public  Service  Company  (1929) 

Belfry  Distribution  System  (1930) 

Absarokee  Distribution  System  (1930) 

The  Granite  County  Power  Company  (1931) 

Bowen  Brothers  Electric  Company  (1931) 

Montana  Power  Construction  Company  (1931) 


-7- 


1 
I 

p 

I 
I 

p 

■ 
I 
I 

I 

I 

I 

I 

I 
I 
1 
1 

II 


Economy  Power  Company  (1931) 

Harrison  Distribution  System  (1933) 

Basin  Distribution  System  (1933) 

Northwest  Improvement  Company  (1934) 

Montana  Reservoir  and  Irrigation  Company  (1934) 

Anaconda  Copper  Mining  Company  Electric  Properties  (1935) 

Idaho  Transmission  Company  (1936) 


In  1929  The  Montana  Power  Company  became  owned  and  controlled  by 
American  Power  &  Light  Company.  This  ownership  arrangement  existed  at 
the  time  of  the  December  31,  1936  plant  reclassification.  American 
Power  &  Light  was  at  that  time  a  subsidiary  of  Electric  Bond  &  Share 
Company  (EBASCO). 

At  the  reclassification  date,  December  31,  1936,  the  Company  had  the 
following  dams  and  hydroelectric  projects  on  the  following  rivers  and 
watersheds : 

Madison  and  Missouri 


Hebgen 
Madison 
Canyon  Ferry 
Hauser 
Holter 
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Black  Eagle 
Rainbow 
Volta 
Morony 


Yellowstone 


Mystic  Lake 


Missoula 


Flint  Creek 

Clark  Fork 

Thompson  Falls 

The  Company's  electric  generation,  transmission  and  distribution  system 
that  was  in  existence  at  the  time  of  the  1944  joint  review  of  the 
Montana  Commission  and  the  FPC  served  virtually  all  major  industrial 
loads,  all  important  population  centers  and  controlled  all  the  feasible 
hydroelectric  power  production  in  the  State  of  Montana. 
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STATEMENT  OF  ISSUE 


The  issue  currently  before  the  Montana  Commission  is  whether  the 
reclassification  difference  of  $15,853  million  presently  on  the  books  of 
The  Montana  Power  Company  should  continue  to  exist  for  either  book  or 
ratemaking  purposes  when  Montana  law  and  the  Montana  Commission's 
ratemaking  philosophy  have  changed  from  the  time  when  the  original 
determinations  were  made  on  the  reclassification  of  accounts. 

Recent  Background  of  the  Issue 

The  Company,  since  complying  with  the  results  of  the  1944  joint 
reclassification  hearings,  has  maintained  two  sets  of  accounting  records 
for  specific  hydroelectric  projects.  One  set  reflects  the  original  cost 
amounts  as  reclassified  from  the  Order  of  the  FPC  in  1944,  and  one  set 
indicates  what  the  Montana  Commission  considered  to  be  original  cost. 
As  previously  discussed,  a  total  difference  of  $15,853  million  currently 
exists  between  the  two  sets  of  records.  In  fact,  since  1964,  the 
Company's  Annual  Report  to  Shareholders  has  presented  balance  sheets  and 
consolidated  statements  of  income  showing  the  effect  of  each  of  the 
Commissions'  opinions. 


1.  The  difference  was  disclosed  in  a  note  to  the  financial  statements 
from  1946  through  1963.  Full  disclosure  in  the  financial  statements  was 
due  to  a  1964  decision  of  the  United  States  Court  of  Appeals  for  the 
Fourth  Circuit  in  the  case  of  Appalachian  Power  Company  v.  Federal  Power 
Commission,  328  S.2d  237,  certiorari  denied,  379  U.S.  829  (1964).  In 
that  decision  the  courts  held  that  FPC  accounts  must  be  presented  in 
reports  to  stockholders. 
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The  total  cost  differential  between  the  1944-1945  Orders  actually  was 
approximately  $21.8  million.  However,  the  Montana  Commission,  in  Order 
No.  4220C  in  Docket  No.  6348,  dated  February  22,  1977,  ordered  The 
Montana  Power  Company  to  begin  amortizing  a  plant  acquisition  adjustment 
amounting  to  $5.9  million  over  a  twenty  year  period,  leaving  $15,853 
million  of  original  cost  determination  differential  relating  to  specific 
hydroelectric  projects.  The  $5.9  million  pertains  to  actual  acquisition 
costs  above  the  original  cost  of  certain  properties;  the  origin  of  the 
$15,853  million  has  previously  been  discussed. 

The  Montana  Commission  and  FPC  decisions  on  this  matter  addressed  only 
the  question  of  original  cost  valuation;  no  ratemaking  determination  was 
then  made.  In  1975,  an  amendment  to  Section  70-106  of  the  Revised  Code 
of  Montana  1947  effectively  eliminated  any  basis  but  original  cost  for 
determining  the  valuation  of  rate  base  for  ratemaking  purposes.  It  is 
interesting  to  note  that  the  Montana  Commission  excluded  the  $5.9 
million  amount  of  acquisition  adjustment  from  rate  base  for  ratemaking 
purposes  in  Docket  No.  6348  in  its  Order  No.  4220C.  At  page  16,  the 
Commission  said  the  acquisition  adjustment  was  excluded  because  it  was 
an  investment  that  was  greater  than  original  cost.  However,  the 
Commission  has  allowed  a  twenty  year  amortization  above  the  line 
recovery  of  the  adjustment. 

The  Montana  Commission  said  the  $15,853  million  amount  was 
"questionable"  but  allowed  it  in  rate  base;  it  resolved  "to  deal  with 
the  problem  in  future  proceedings"  (at  page  16),  and  ordered  the  Company 
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to  retain  an  independent  accounting  firm  for  "A  determination  of  the 
original  cost  of  applicant's  hydroelectric  properties  when  first  devoted 
to  public  use"  (at  page  54).  The  Montana  Supreme  Court  affirmed  the 
Commission  with  regard  to  the  $5.9  million  and  the  Commission's 
authority  to  make  a  future  redetermination  of  the  property  value  not  to 
exceed  original  cost,  but  reversed  the  order  that  the  Company  retain  an 
independent  accounting  firm.  In  Re  Montana  Power  Company,  590  P  2d  1140 
Montana  Supreme  Court  (1979). 
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PLANT  VALUATION  DIFFERENCE 


The  1944  joint  hearings  were  a  result  of  a  requirement  of  the  Public 
Utilities  Act  of  1935  enacting  Part  II  and  Part  III  of  the  Federal  Power 
Act,  which  called  for  a  uniform  system  of  accounts  for  utilities  under 
the  jurisdiction  of  the  Federal  Power  Commission.  The  original  uniform 
system  of  accounts,  which  became  effective  on  January  1,  1937,  provided 
that  plant  in  service  at  that  time  had  to  be  reclassified  to  an  original 
cost  basis  within  two  years  after  the  enactment  of  the  Public  Utilities 
Act  of  1935. 

The  Company,  after  being  granted  an  extension  of  time  to  complete  its 
reclassification,  filed  its  initial  study  in  1940.  The  FPC  staff 
examined  the  Company's  reclassification  report,  conducted  its  own 
original  cost  study  on  The  Montana  Power  Company's  books  and  issued  its 
report  in  1943,  which  recommended  substantial  reduction  of  plant  in 
service  and  substantial  acquisition  adjustments. 

Both  the  Company  and  the  FPC  staff  made  subsequent  revisions  to  their 
respective  reclassifications;  however,  the  differences  between  the  two 
parties  remained  material.  Thus,  in  1944,  joint  hearings  were  held  in 
Butte,  Montana  by  the  Montana  Commission  and  the  FPC.  These  joint 
hearings  produced  nearly  6,000  pages  of  transcript,  420  exhibits  and 
Orders  by  the  Montana  Commission  and  the  FPC  that  reduced  the  Company's 
electric  plant  in  service  accounts  by  $19.0  million  and  $34.5  million, 
respectively.   An  additional  difference  of  approximately  $.35  million 
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has  developed  since  the  1937  reclassification.  Nearly  all  of  the 
differential  between  the  two  jurisdictions'  Orders  exists  today  in 
Account  330  of  the  Federal  Energy  Regulatory  Commission's  Uniform  System 
of  Accounts.  Account  330  contains  amounts  representing  land  and  land 
rights  associated  with  hydroelectric  power  projects. 

In  its  December  1944  Order,  the  Montana  Commission  concluded  that  the 
Company  had  incurred  cost  through  various  consolidations  and  pooling  of 
interests,  although  not  at  the  level  of  cost  the  Company  had  claimed. 
Approximately  two  months  subsequent  to  the  Montana  Commission's  Order, 
the  FPC  concluded,  using  the  same  basic  facts,  that  the  consolidations 
and  pooling  of  interests  leading  to  and  following  the  merger  in  1912 
that  formed  The  Montana  Power  Company  did  not  increase  the  cost  of  the 
hydroelectric  properties.  The  differences  between  the  two  jurisdictions 
can  be  isolated  into  three  major  cost  and  historical  categories  of 
incidents : 

Events  leading  up  to  the  1912  merger  -  $5.2  million 
Great  Falls  acquisition  -   9.5  million 

Thompson  Falls  acquisition  -    .8  million 

Additional  minor  differences  between  the  Montana  Commission  decision  and 
the  FPC  decision  plus  subsequent  accounting  activity  from  1946  to  the 
present  evolve  into  the  $15,853  million  difference  that  is  now  at  issue. 


2.   The  Federal  Power  Commission  became  the  Federal  Energy  Regulatory 
Commission  on  October  1,  1977. 

-14- 


I 
I 


I 

I 

I 


The  schedules  included  in  this  section  of  the  report  delineate  the 
specific  dollar  differences  between  the  two  Commissions  by  FPC  account, 
by  transaction  and  by  site  location. 

Events  Preceding  the  1912  Merger  -  $5.2  Million 

The  $5.2  million  total  for  plant  original  cost  differential  represents 
the  net  effect  of  several  transactions  dating  from  1892  through  1912. 
The  first  of  these  transactions  was  in  1892  when  Silver  Bow  Electric 
Light  &  Power  Company  and  Butte  Electric  Light  &  Power  Company  were 
reorganized  into  Butte  General  Electric  Company.  At  that  time  Butte 
General  Electric  Company's  books  reflected  an  additional  $584,549  in 
plant  than  its  predecessors.  Seven  years  later,  in  1899,  Butte  General 
Electric  Company  was  reorganized  into  Butte  Lighting  &  Power  Company. 
This  reorganization  produced  a  write-up  of  plant  amounting  to  $139,900 
in  Butte  Lighting's  books.  In  1901  another  reorganization,  this  time 
changing  Butte  Lighting  &  Power  Company  into  Butte  Electric  &  Power 
Company,  was  consummated  along  with  an  $1,881,347  write-up  in  plant 
assets.  None  of  these  transactions,  which  total  $2,605,796,  were 
recognized  as  new  costs  by  the  Federal  Power  Commission. 

Between  1901  and  1912  Butte  Electric  &  Power  Company  acquired  the  stock 
of  Missouri  River  Electric  &  Power  Company  and  Madison  River  Power 
Company;   Madison  River  owned   the  common  stock  of   Billings   &  Eastern 


3.   57  PUR(NS)  at  220. 
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Montana  Power  Company.  In  addition,  Butte  Electric  &  Power  owned  half 
the  common  stock  of  the  Great  Falls  Water  Power  &  Townsite  Company. 
On  December  12,  1912,  Butte  Electric  &  Power  Company  and  its 
subsidiaries,  Missouri  River  Electric  &  Power  Company,  Madison  River 
Power  Company  and  Billings  &  Eastern  Montana  Power  Company  merged  with 
The  Montana  Power  Company.  The  Montana  Power  Company  had  been 
incorporated  in  October  1912  as  a  device  for  effecting  the 
reorganization  of  the  Butte  Electric  &  Power  Company.  The  merger  also 
became  the  vehicle  for  writing  up  the  assets  of  the  new  corporation  by 
$19,663,391.  This  write-up  was  accomplished  by  exchanging  four  shares 
of  The  Montana  Power  Company  stock  for  each  share  of  Butte  Electric. 
Thus,  the  total  write-up  determined  and  disallowed  by  the  FPC  and  its 
staff  was  $22,269,187  for  the  three  pre-1912  reorganizations  and  the 
December  12,  1912  merger. 

The  Montana  Commission  did  not  consider  each  of  the  reorganizations 
separately;  instead,  it  reduced  the  par  value  of  the  stock  exchanged  in 
the  December  12,  1912  merger  from  $100  per  share  to  $45.  The  effect  of 
this  adjustment  was  to  write  down  the  assets  of  The  Montana  Power 
Company  by  $14,923,3336  from  the  $27,133,333  to  $12,210,000. 


4.  57  PUR(NS)  at  203. 

5.  57  PUR(NS)  at  207. 

6.  56  PUR(NS)  at  234. 
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The  net  difference  between  the  two  Commissions'  decisions  from  1944-1945 
relating  to  the  aforementioned  transactions  is  $7,345,854,  of  which 
$2,094,170  was  identified  as  acquisition  adjustment  by  the  Montana 
Commission.  The  remaining  $5.2  million  difference  exists  on  the 
Company's  books  today. 

Great  Falls  Acquisition  -  $9.5  Million 

$9,490,000  of  the  total  original  cost  valuation  differential  that  is 
currently  on  the  books  is  due  to  The  Montana  Power  Company's  multi-stage 
acquisition  of  the  Great  Falls  Power  Company.  In  1908,  John  D.  Ryan 
purchased  the  Great  Falls  Water  Power  &  Townsite  Company  from  James  J. 
Hill  (the  railroad  tycoon)  for  $1,538, 246. 8  In  1909,  Ryan  sold  half 
interest  in  the  Great  Falls  Company  to  Butte  Electric  &  Power  for 
$2,500,000  (for  $150,000  cash,  $1,350,000  in  Butte  Electric  bonds  and 
$1,000,000  in  Butte  Electric  common  stock),  which  gave  Ryan  one-sixth 

Q 

interest  in  Butte  Electric.  In  1910,  Great  Falls  Water  Power  & 
Townsite  Company  founded  Great  Falls  Power  Company  in  order  to  develop 
the  many  hydroelectric  power  sites  around  Great  Falls.  In  1912,  The 
Montana  Power  Company  became  one-half  owner,  through  the  original 
merger,   of  Great  Falls   Water  Power  &  Townsite   Company  and   Great  Falls 


7.  56  PUR(NS)  at  235. 

8.  57  PUR(NS)  page  210. 

9.  57  PUR(NS)  page  210. 
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Power  Company,  its  wholly  owned  subsidiary.  In  1913,  Ryan  sold  his 
other  half  interest  in  Great  Falls  Water  Power  &  Townsite  Company  for 
$22,500,000  to  The  Montana  Power  Company  ($5,000,000  in  preferred  stock 
and  $17,500,000  in  common  stock).10  Of  the  $25,000,000  involved  in 
the  two  transactions  with  Ryan  ($2,500,000  in  1909  and  $22,500,000  in 
1913),  $22,000,000  was  given  as  the  amount  pertaining  to  the  power 
sites.  Finally  in  1929  Great  Falls  Power  Company  merged  with  The 
Montana  Power  Company  with  no  change  in  the  $22,000,000  valuation  given 
to  the  power  sites  and  transmission  plant. 

The  Federal  Power  Commission  ordered  The  Montana  Power  Company  to  remove 
approximately  $19,500,000  from  its  plant  accounts  for  this  series  of 
transactions,  while  the  Montana  Commission  ordered  $10,010,000  written 
off,  for  a  net  difference  of  $9,490,000.  The  difference  evolves 
from  the  fact  that  the  Federal  Power  Commission  allowed  as  cost  only  the 
$2,500,000  Butte  Electric  paid  Ryan  for  his  first  half  interest  in  Great 
Falls  and  $796,123.23,  the  other  half  of  Ryan's  initial  cost  of  the 
properties.  The  Montana  Commission  revalued  the  stock  transferred  in 
the  transactions. 

Thompson  Falls  Acquisition  -  $.8  Million 

In  1913,   John  D.  Ryan  purchased  the   Thompson  Falls  and  Fish  Creek  power 


10.  56  PUR(NS)  page  236. 

11.  57  PUR(NS)  page  215. 

12.  56  PUR(NS)  page  236. 
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sites  on  the  Clark  Fork  River  from  the  Chicago,  Milwaukee  &  St.  Paul 
Railroad  Company  for  $928,887.   Within  two  days  Ryan  transferred  the 

power  site  properties  to  the  Thompson  Falls  Power  Company,  which  had 

1 3 
been  formed  to  acquire  them,  for  $5,000,000  in  common  stock.     That 

same  day  Thompson  Falls  Power  Company  exchanged  its  stock  for  $5,000,000 

of  The  Montana  Power  Company  common  stock. 

The  Federal  Power  Commission  ordered  the  Company  to  write  off 
$4,071,113  ,  that  is  all  but  the  original  acquisition  cost  to  Ryan  of 
$928,887.  The  Montana  Commission,  as  it  did  in  the  Great  Falls 
valuation,  revalued  Montana  Power's  stock,  substituting  a  value  of 
$1,750,000  or  $3,250,000  less  than  the  Company  for  the  hydroelectric 
sites.  Thus  the  valuation  differential  between  the  two  jurisdictions 
for  the  Thompson  Falls  hydroelectric  sites  is  $821,113. 

Conclusion 

We  have  found  no  evidence  to  show  that  any  of  the  transactions  making  up 
the  over  $15  million  jurisdictional  cost  difference  involve  anything 
other  than  the  differences  that  are  reflected  on  the  face  of  the  1944 
and  1945  regulatory  decisions.   The  1944  Montana  Commission  recognized  as 


13.  57  PUR(NS)  page  216. 

14.  57  PUR(NS)  page  211. 

15.  57  PUR(NS)  page  217. 
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original  cost  certain  market  or  commercial  value  of  stock  transferred 
for  the  properties  acquired.  The  FPC  did  not  because  the  various 
consolidations  and  pooling  of  interests  did  not  increase  the  cost  of  the 
property  when  dedicated  to  public  use. 

Schedules  Summarizing  $15  Million  Difference 

Schedules  1,  2  and  3  have  been  included  to  summarize  the  differences 
between  the  findings  of  the  Federal  Power  Commission  and  the  Montana 
Public  Service  Commission  in  Docket  Nos.  IT-5825  and  3421,  respectively. 

Schedule  1  is  a  six  column  schedule  indicating  the  difference,  by 
account,  between  the  account  reclassifications  as  proposed  by  the 
Company  (1943  revision)  and  the  account  reclassifications  as  adopted  by 
the  FPC  and  the  Montana  Commission.  The  schedule  also  shows  the 
differences,  by  account,  between  the  findings  of  the  two  Commissions. 

Schedule  1,  Column  A  totals  were  obtained  from  Statements  F  and  G  of  The 
Montana  Power  Company  Reclassification  of  Electric  Plant,  Statements  A 
to  I  Inclusive,  Revised,  reclassification  study  as  submitted  on  June  9, 
1943.  Schedule  1,  Columns  B  and  D  totals  were  obtained  from  Company 
filings  with  the  respective  Commissions  indicating  proposed 
reclassifications  of  electric  plant  at  January  1,  1937  to  conform  to  the 
Orders  of  those  Commissions.  Schedule  1,  Column  F  summarizes  the 
differences,  by  account,  between  the  findings  of  the  FPC  and  the  Montana 
Commission. 
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Schedule  2  summarizes,  by  transaction,  the  differences  between  FPC  and 
Montana  Commission  findings.  Information  for  the  schedule  was  obtained 
from  the  Orders  of  the  respective  Commissions. 

Schedule  3  indicates  by  site  the  differences  between  FPC  and  Montana 
Commission  findings  for  Account  320.  Column  A  of  the  schedule  indicates 
that  for  FPC  accounting  purposes  the  Black  Eagle,  Morony,  Rainbow,  Volta 
and  "C"  sites  have  been  grouped  together.  These  sites  have  been 
segregated  individually  for  Montana  Commission  recording  purposes. 

The  net  difference  between  the  FPC  and  Montana  Commission  for  electric 
plant  in  service  as  shown  on  Schedules  1  and  2  is  $15,452,372.55.  As 
previously  discussed,  an  additional  difference  of  approximately  $.4 
million  has  developed  between  Company  net  electric  plant  in  service  for 
FPC  and  Montana  Commission  reporting  purposes  subsequent  to  the  date  of 
reclassification. 
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THE  MONTANA  POWER  COMPANY 
1937  RECLASSIFICATION  OF  ACCOUNTS 

Summary  of  Differences  Between 

FPC  &  Montana  Commission  Writedowns 

(By  Transaction) 


A 

FEDERAL 

POWER 

COMMISSION 

Docket  No.  IT-5825 

February  13,  1945 


B 
MONTANA 
PUBLIC  SERVICE 

COMMISSION 
Docket  No.  3421 
December  21,  1944 


Difference 


!  Reclassification  entries  adopted 
by  the  respective  Commissions: 

!1892  transfer  of  properties  of 
Silver  Bow  Electric  Light  & 
Power  Company  and  Butte  Electric 

!    Light  &  Power  Company  to  Butte 
General  Electric  Company 

1899  transfer  of  properties  of 

I   Butte  General  Electric  Company 
to  Butte  Lighting  &  Power 
Company 

1901  transfer  of  properties  of 
Butte  Lighting  &  Power  Company  to 
Butte  Electric  &  Power  Company 

1901-1912   reduction  of   plant   accounts 
of   Butte  Electric   &   Power  Company 
for  direct   credits    for  depreciation 

1908  vesting  of  ownership  of  the 

(properties  of  Phoenix  Electric 
Company  in  Butte  Electric  &  Power 
Company 

S1909  vesting  of  ownership  of  Great 
Falls  Electric  Properties  in  Butte 
Electric  &  Power  Company  -  common 
stock  discount 

1901-1912  bond  discount  and  mis- 

Icellaneous  charges  improperly 
charged  to  the  plant  accounts  of 
Butte  Electric  &  Power  Company 

11912  merger  and  consolidation 
forming  The  Montana  Power  Company 


$   584,549.10 


$   584,549.10 


139,899.72 


1,881,347.07 


(308,000.00) 


139,899.72 


1,881,347.07 


(308,000.00) 


36,859.00 


36,859.00 


500,000.00 


500,000.00 


10,866.75 
19,663,391.11 


14,923,333.33 


10,866.75 
4,740,057.78 
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THE  MONTANA  POWER  COMPANY 
1937  RECLASSIFICATION  OF  ACCOUNTS 

Summary  of  Differences  Between 

FPC  &  Montana  Commission  Writedowns 

(By  Transaction) 


A 
FEDERAL 
POWER 
COMMISSION 


B 
MONTANA 
PUBLIC  SERVICE 
COMMISSION 


Docket  No.  IT-5825   Docket  No.  3421 
February  13,  1945  December  21,  1944 


1908-1909  write-up  of  power 
sites  on  the  books  of  Great 
Falls  Water  Power  &  Towns ite 
Company 

1910  transfer  of  properties  of 
Great  Falls  Water  Power  &  Town- 
site  Company  to  Great  Falls  Power 
Company 

1913  transfer  of  properties  from 
John  D.  Ryan  to  Thompson  Falls 
Power  Company 

1913  vesting  of  ownership  of  Great 
Falls  Water  Power  &  Townsite  Company 
in  The  Montana  Power  Company 

1929-1930  construction  fee  paid  to 
Phoenix  Utility  Company,  an  asso- 
ciated construction  company 

1937  elimination  of  undefined  costs 

1929-1934  capital  stock  expense 

1937  materials  and  supplies 

1937  correction  of  accounting  errors 


1,507,210.58 

5,700,630.81 

4,071,112.90 

12,357,218.51 

151,888.98 
322,499.99 
341,946.64 
10,266.14 
(80,089.89) 


3,250,000.00 

10,010,000.00 

151,888.98 

458,273.35 

341,946.64 

10,266.14 


Difference 


1,507,210.58 


5,700,630.81 


821,112.90 


2,347,218.51 


(135,773.36) 


(80,089.89) 
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THE  MONTANA  POWER  COMPANY 
1937  RECLASSIFICATION  OF  ACCOUNTS 

Summary  of  Differences  Between 

FPC  &  Montana  Commission  Writedowns 

(By  Transaction) 


1937  transfer  of  Missoula  site 
to  Account  110 

1937  transfer  of  Site  C  to 
Account  110 

1937  modification  of  The  Montana 
Power  Company's  acquisition 
adjustments  as  proposed 


A 
FEDERAL 
POWER 
COMMISSION 


B 
MONTANA 
PUBLIC  SERVICE 
COMMISSION 


Docket  No.  IT-5825  Docket  No.  3421 
February  13,  1945  December  21,  1944 

179,774.13 


295,038.76 

7,264,680.27 
$36,705,427.47 


5,086,428.48 
$52,157,800.02 


Difference 

179,774.13 
(295,038.76) 

(2,178,251.79) 
$15,452,372.55 


Summary  by  Account 
Account  Number 

100.5 

107 

108 

110 

131 

150 

151 

250 

271 


Amount 


$  5,086,428.48 

45,905,359.80 

36,859.00 

179,774.13 

10,266.14 

500,000.00 

341,946.64 

(147,488.07) 

244,653.90 

$52,157,800.02 


$  7,264,680.27 
28,793,495.66 

295,038.76 
10,266.14 

341,946.64 


$36,705,427.47 


Schedule  3 

THE  MONTANA  POWER  COMPANY 
1937  RECLASSIFICATION  OF  ACCOUNTS 

Summary  of  Differences  Between 

FPC  &  Montana  Commission  Original  Cost  Determinations 

(Account  320,  Land  and  Land  Rights) 

A  B                  C 

FEDERAL  MONTANA 

POWER  PUBLIC  SERVICE 

COMMISSION  COMMISSION 

Docket  No.  IT-5825  Docket  No.  3421      Difference 

Site                     February  13,  1945  December  21,  1944    Col.  A-Col.  B 

Black  Eagle  $  $  1,085,513.45   $ 

Morony  1,190,291.11 

Rainbow  4,925,431.01 

Volta  5,857,807.51 

Site  C 


2,856,444.27  13,059,043.08    (10,202,598.81) 

Canyon  Ferry  134,864.35  134,864.35 

Flint  Creek  20,041.67  20,041.67 

Hauser   Lake  255,915.45  255,915.45 

Hebgen  Reservoir  32,481.75  32,481.75 

Holter  242,611.03  4,450,535.95      (4,207,924.92) 

Madison  733,862.02  733,862.02 

Mi  11  town  43,301.99  43,301.99 

Mystic  Lake  15,058.76  15,058.76 

Thompson  Falls  668,192.25  1,671,430.66     (1,003,238.41) 

Total 

(Schedule  1,  page  1  of  3)  $  5,002,773.54  $20,416,535.68   $(15,413,762.14) 


a 

o 
o 

c 
3 

CD 
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DOCUMENTATION 


In  the  course  of  the  investigation,  we  had  access  to  or  received  copies 
of  certain  documents  from  the  Federal  Energy  Regulatory  Commission  and 
The  Montana  Power  Company.   A  listing  of  this  material  includes: 

Documents   received   from   the   Federal   Energy   Regulatory 

Commission  Staff 

Documents  received  from  The  Montana  Power  Company 

Documents   reviewed   on   site   at   The   Montana   Power   Company 

headquarters  in  Butte,  Montana  through  the  cooperation  of  The 

Montana  Power  Company  legal  and  accounting  departments 

Documents  Received  from  the  Federal  Energy  Regulatory  Commission  Staff 

Index   -   Report   Draft,   Procedures,   Summary   Control   of 

Adjustments,  Miscellaneous,  Summary  of  Accounts  Reclassified  by 

Work  Groups 

Generating  Stations  -  Steam 

Generating  Stations  -  Hydro 

-  Transmission  Substations 

-  Distribution  Substations 
Transmission  Lines 

-  Distribution  Plant  Accounts 

350,  351,  352,  353,  354,  355,  356,  357,  358,  359,  360, 
361,  362,  363 
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General  Plant  Accounts 

370,  371,  372,  374,  376,  377,  378,  379 
Intangible  Plant 

Electric  Plant  Leased  to  Others,  Account  100.2 
Construction  Work  in  Progress 
Overhead  &  Interest  Restatement 

Electric  Plant  Acquisition  Adjustment,  Account  100.5 
Electric  Plant  Adjustments,  Account  107 
Other  Utility  Plant,  Account  108 
Other  Physical  Property,  Account  110 
Other  Investments,  Account  112 
Capital  Stock  Expense,  Account  151 
Acquisitions  of  Plant 
Tracing  of  Book  Cost  of  Plant 
"Ceiling"  Studies 

Utility  Plant  Prior  to  Reclassification 

Comparison  of  Hagenah  1913  Valuation  with  Original   Cost  to 
Predecessors 

Notes  on  Field  Inspection 
Other  Special  Studies 

Miscellaneous  Historical  &  Financial  Data 

Map  of  System 

Resume   of   Company's    Studies 

Scope   of   Examination  by   Commission   Staff 

Analysis  of   Reserve    for  Depreciation 

Analysis   of   Surplus 
Associated    Company   Fees 


-23- 


Correspondence,  Memos  of  Request,  etc. 

Copy  of  Company  Summaries  of  Work  Papers 

Thompson  Falls 

1912  Merger  Transactions 

Conrad  Electric  &  Power 

Lewiston  Electric  &  Power 

Great  Falls  Power 


The   Montana   Power   Company   Classification   of   Accounts   at 
12/31/36  (prepared  1941) 

Account  110 

Account  343  (Substations) 

Accounts  340,  341,  342,  344,  345,  349  (Transmission) 

Accounts  350,  351,  352  (Distribution  Substations) 

Accounts  354,  355,  356,  357,  358,  359,  360,  361,  362,  363 

(Distribution  Plant) 

Accounts  370-379  (General  Plant) 
Staff  Work  Papers  Re  Interlocking  Directorates  of  Predecessor 
Companies,  Stockholders,  Officers,  etc.  as  of  certain  dates 
Montana  Power  Company  -  Reclassification  of  Electric  Plant  - 
Statements  "A"  to  "I"  Inclusive  (1940) 

Superseded  by  1943  Report 
Same  as  previous  but  saying  "Revised"  1943 

Factual  Statement  of  The  Montana   Power  Company  on  Revised 
Original  Filing  and  in  Answer  to  Staff  Report 
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Staff  Work  Papers 

Acquisition/merger  information 
Staff's  Work  Papers  in  Connection  with  Revised  Staff  Report  and 
Exhibits  introduced  in  evidence  at  hearing 
Draft  of  Report 

Factual   Statement  of  The  Montana   Power  Company  of  Revised 
Original  Filing  and  in  Answer  to  Staff  Report 

Reclassification  of  Electric  Plant  as  of  12/31/36 
Exceptions  of  Respondent,  The  Montana  Power  Company,   to  the 
Decision  of  the  Examiner,  dated  9/30/47  (filed  12/19/47) 
Work  Papers-Acquisition  of  Plant  Subsequent  to  1/1/37 

Beaverland  Transmission  Co. 

Union  Electric  Co. 

Dillon  Properties 
Draft  for  Staff  Report 

Report  on  Reclassification  and  Original  Cost  Studies  of 

Electric  Plant  as  at  January  1,  1937 
FPC  Opinions  120  &  120-A,  Docket  No.  IT  -  5825 
Montana  Opinion  3421 

FPC  Staff  Report  on  the  Reclassification  and  Original  Cost 
Studies  of  Electric  Plant  as  at  January  1,  1937 
Data  from  files  of: 

SEC 

IRS 

Department  of  Interior 

Department  of  Agriculture,  valuation  documents 
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Memorandum  Report  entitled: 

"History  of  Case  from  the  Accounting  Point  of  View  and  Reasons 

for  Revisions  in  Original  Staff  Report" 

Exhibits  244-387 

Photostatic   copies   of   letters,   memoranda,   etc.   taken   from 

Company  files  -  not  introduced  in  evidence  at  hearing 

Photostatic  copies,  etc.  of  data  obtained  from  Document  files 

of  Company  re:   Federal  Permits  for  flowage  of  public  lands 

(Departments  of  Agriculture  &  Interior) 

Data  from  files  of  Price  Waterhouse  (NY) 

Photostatic  Copies  of  Minutes  of  Directors  and  Stockholders 

Meetings 

Butte  Electric  Power 

United  Missouri  River  Power  Co. 

Missouri  River  Power  Co. 

Boston  &  Great  Falls  Electric  Light  &  Power  Co. 

Madison  River  Power  Company 

Montana  Power  Company 

The  Power  Company 

Montana  Power  Transmission  Co. 

Montana  Power  Company  (Old) 

Billings  &  Eastern  Montana  Power  Co. 

Thompson  Falls  Power  Co. 

Silver  Bow  Electric  L&P  Co. 

Silver  Bow  Electric  Light  Co. 

Missouri  River  Electric  &  Power  Co. 
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Helena  Power  Transmission  Co. 
Helena  Water  &  Electric  Power  Co. 

-  Miscellaneous  Documents  1890-1901 

-  Miscellaneous  Documents  1901-1914,  1945 

-  Miscellaneous  Documents  1914-1943 

Documents  Received  from  The  Montana  Power  Company 

-  Brief  and  Reply  Brief  of  1944  hearings  of: 

Federal  Power  Commission  Staff 

The  Montana  Power  Company 

Preferred  Stockholders  -  Intervenors 
Draft  and  final  report  "Tentative  Valuation  of  Water  Powers  of 
The  Montana  Power  Company,  Constituent  and  Affiliated 
Companies"  prepared  by  William  J.  Hagenah,  dated  in  1913 
Report  "Estimate  of  Present  and  Future  Plant  Investments. 
Outputs  and  Earnings  Considering  Great  Falls  and  Thompson  Falls 
Plants  and  Chicago,  Milwaukee  and  St.  Paul  Railway  Load." 
prepared  by  H.H.  Cochrane,  dated  1/30/15 

Report  "The  Montana  Power  Company  and  Subsidiaries,  Tangible 
and  Intangible  Plant  Assets,  January  12,  1916,  Based  on  Hagenah 
Valuation  and  Subsequent  Additions"  dated  12/20/16 
Index  to  Exhibits  in  the  Matter  of  The  Montana  Power  Company 
Reclassification  Hearing 

"Memorandum  on  Property  Reclassification  of  The  Montana  Power 
Company,"  dated  1/26/44,  author  unknown 
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Agreement  of  Consolidation  with  Amendments  dated  November  11, 

1912  -  Butte  Electric   &  Power  Company,   The  Montana  Power 

Company,   Madison   River   Power   Company,   Billings   &   Eastern 

Montana  Power  Company,  Missouri  River  Electric  &  Power  Company 

(Reprinted  August  1946)  from  files  of  J.E.  Corette,  Jr. 

Petition  of  The  Montana  Power  Company  for  a  Rehearing  on  Docket 

No.  IT-5825,  dated  3/21/45 

Petition  of  the  Preferred  Stockholders  -  Intervenors  for  a 

Rehearing  of  Docket  No.  IT-5825,  dated  3/22/45 

Reclassification   of   Electric   Plant,   Statements   "A"   to   "I" 

Inclusive ,  prepared  by  The  Montana  Power  Company,  dated  1940 

Reclassification  of  Electric   Plant,   Statements   "A"   to   "I" 

Inclusive,    prepared    by    The    Montana    Power    Company 

Reclassification  of  Electric  Plant  to  Conform  to  FPC  Opinion 

120  and  Montana  Public  Service  Commission  Opinion  1825,  dated 

2/13/45 

The  Montana    Power   Company  Annual    Report    to   Stockholders    1979 

Securities      and      Exchange       Commission      Form       S-7       Registration 

Submitted   by   The   Montana    Power   Company   February   4,    1980 

The      Montana       Power      Company      Annual       Report       to       Stockholders 

1943-1946,    1964 
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Index  of  Records  Held  in  The  Montana  Power  Company  Storage  for 
Predecessor  Companies 

The  index  indicates  that  records  stored  include  copies  of  journals, 
ledgers  and  vouchers  for  the  companies  listed,  as  well  as  other 
miscellaneous  accounting  records.  Certain  of  these  records  were 
reviewed  on  site  at  The  Montana  Power  Company  storage  areas  in  Butte. 
(Journals,  ledgers  and  vouchers  that  appear  to  be  missing  have  been 
noted  below.) 

Beaverhead  Transmission  Company 

Billings  &  Eastern  Montana  Power  Company  (Journals  1909-1912) 

Black  Eagle  Development 

Boston  &  Great  Falls  Electric  Light  &  Power  Company  (Journals 

1890-1900) 

Bozeman   Street    Railway   Company 

Bozeman   Branch-Madison   River   Power   Company 

-  Bozeman-Miscellaneous 

Butte  Electric  &  Power  Company  (Journals  1908-1912) 

Butte  Gas,  Light  &  Fuel  Company 

Butte  General  Electric  Company 

Butte  Lighting  &  Power  Company  (Ledgers  1-3) 

Citizens  Electric  Company 

Capital  City  Improvement  Company  (Vouchers  1906) 

-  Capital  City  Power  Company 

Conrad  Electric  Light  &  Power  Company 
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Deer  Lodge  Electric  Light  Company 

Deer  Lodge  Electric  Company 

Dillon  Electric  &  Power  Company 

Gallatin  Light,  Power  &  Railway  Company 

Glacier  Production  Company 

Great  Falls  Electric  Properties 

Great  Falls  Power  Company  (Voucher  Registers  1917-1929) 

Great  Falls  Townsite  Company 

Great  Falls  Water  Power  &    Townsite  Company  (Ledgers  1887-1893; 

Journals  1886-1896) 

Great   Falls    Power   Company-Great   Falls   Development-Volta 

Great   Falls    Power   Company-Rainbow  Extension 

Hauser   Electric    Company 

Hauser   Lake-Stone    &   Webster  Engineering   Corporation 

Helena    Power   Transmission   Company    (Ledgers    1905,    1908-1909) 

Helena   Water   &   Electric    Power   Company 

Helena    Light   &   Railway   Commpany 

Helena    Gas    &   Electric    Company    (Voucher   Journal    1928-1929) 

Helena    Power   &   Light    Company 

Helena   Light    &   Traction   Company 

Holter   Development-Montana    Power   Company 

Idaho   Transmission   Company 

Lewiston   Electric    Company 

Lewiston   Electric    &   Power   Company 

Lewiston   Coal   Gas   &   Light   Company 

Livingston  Water   Power   &   Electric    Company 
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Madison  River  Power  Company 

Madison  River  Power  Company-Bozeman  Branch 

Mesa  Power  Company 

Missouri  River  Electric  &  Power  Company 

Missouri  River  Power  Company  (General  Ledger  1906-1909) 

Missoula   Light   &   Water   Company   (All   records   but   Accounts 

Payable  Register) 

The  Montana    Power   Company 

The   Montana    Power   Company-Butte    Branch 

The  Montana    Power   Company-Holter   Development 

The   Montana    Power   Company-Mystic   Lake   Development 

The   Montana    Power   Gas   Company 

The   Montana    Power   Construction   Company 

The  Montana    Power   Transmission   Company    (Ledger    1906,    1909-1912) 

Montana      Reservoir      &      Irrigation      Company      (Journal      1907-1934; 

Voucher  Register  1906-1909) 

Morony  Development-Phoenix  Utility  Company 

Mystic  Lake  Development 

National  Realty  Company 

Northwestern  Development  Company  (All  records  prior  to  1912) 

Peoples  Electric  Light  &  Power  Company 

Peal,  S.E.  -  Contractor 

Phoenix  Electric  Company  (Ledger  1895-1912;  Journal  1896-1912) 

Phoenix  Utility  Company  (Ledger   1898-1930;   Vouchers   -  all; 

Journals  -  all) 
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The  Power  Company  (All  Records  1898-1902) 
Progress  Reports 
Rainbow  Extension 

-  Rocky  Mountain  Power  Company 
Spring  Creek  Coal  Company 
Steplin,  W.W. 

Thompson  Falls  Power  Company  (Journals  1912-1929) 

Thompson  Falls  Power  Company-Thompson  Falls  Development 

Trial  Balances 

Union  Electric  Company 

United  Missouri  River  Power  Supply  (Journals  1906-1909) 

-  Volta-Great  Falls  Development 

Yellowstone   River   Power   Company   (All   records   but   Voucher 
Register) 

Documents  Reviewed  On  Site  at  The  Montana  Power  Company  Headquarters, 
Butte,  Montana 

(This  is  not  a  comprehensive  list  of  documents  reviewed  on  site,  but 
contains  only  those  documents  considered  germane  to  the  investigation 
and  not  described  elsewhere.) 

-  Exhibits  1-420  presented  in  1944  hearing 

Classification  of  Costs  by  Account  prepared  by  The  Montana 
Power  Company,  dated  12/31/36 
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Plan  and  Agreement  of  Reorganization  of  Helena  Gas  &  Electric, 

between  Helena  Gas  &  Electric  and  The  Montana  Power  Company, 

dated  7/27/28 

Agreement  dated  9/1/28  between  American  Power  &  Light  and  Clark 

Montana  Realty  Co. 

The  Montana  Power  Company   index  to  data  compiled  for  J.J. 

Bickley 

The    Montana    Power    Company,    work    papers    leading    to    data    compiled 

for   reclassification   studies 

Tax  accruals    1913-1943 

Charts   of  ownership   by   company 

Power  usage   by   plant    location   in  dollars   &  Kwh 
Detail  of   reclassification  by   individual   company 

Copies    of    all    data    furnished    to    Federal    Power    Commission    Staff 

for    reclassification 

Copies      of      all       data       furnished       to      Howard      C.       Wahrenbrock, 

Assistant    General    Counsel    for    the    FPC,    and    Reuben   Goldberg,    FPC 

Senior  Attorney 

Monthly     status     reports     for    various     companies     prepared     by    Max 

Hebgen,    covering  years   1911-1912 

Correspondence     regarding    original     cost     study     from    J.     Sullivan 

to   Frank  Woy,    1943-1944 

Workpapers       prepared       by      J.J.       Bickley      on       reclassification, 

covering  periods  1913-1942 

Helena  Gas  &  Electric  Company  Trial  Balance  and  Balance  Sheet 

at  10/1/29 

Montana  Power  Gas  Co.  Balance  Sheet  at  11/30/36 

Hauser  Electric  Co.  Balance  Sheet  at  5/31/14 
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Lewiston  Electric   &   Power   Co.,   Trial   Balance   and   Journal 

Entries  at  3/31/14 

Missoula  Public  Service  Co.  Balance  Sheet  at  10/1/29 

United  Missouri  River  Power  Co.,  Investment  Summary  1905-1909, 

prepared  by  J.J.  Bickley 

Great   Falls   Water   Power   &   Townsite   Co.   Trial   Balance   at 

8/26/10,  Investment  Summary  1909-1910  prepared  by  Bickley 

Great  Falls  Townsite  Co.  Trial  Balance  8/26/10 

Madison  River  Power  Co.,  Investment  Summary  prepared  by  Bickley 

1905-1908 

Deer  Lodge  Electric  Co.  Trial  Balance  at  2/28/29 

Thompson  Falls  Power  Co.  Trial  Balance  at  4/30/13 

Idaho  Transmission  Co.  Trial  Balance  at  1/1/36 

Billings   &   Eastern   Montana   Power   Co.,   Investment   Summary 

1911-1919  prepared  by  Bickley 

Correspondence   regarding   the   original   cost   study   between 

J.  Samuel  Hartt,  Harry  Pollack  and  J.R.  Sullivan,  1943-1944 

Analysis   of   The   Montana   Power   Company   Stock   Transactions 

prepared  by  Bickley 

Schedule  of  Operating  Revenues  1925-1942  prepared  by  Bickley 

Great  Falls  Water  Power  &  Townsite  Co.  Cost  Sheets  June  to 

August  1910 

Various  predecessor  company  records 
Correspondence  1898-1907 

Proposals/contracts  to  furnish  equipment  1898-1903 
Butte  Gas,  Electric  &  Fuel  Co.  appraisal  of  plant  11/1/01 
Annual  Report  4/1/03  Montana  Power  Transmission  Co. 
Annual  Report  4/1/02,  4/1/03  Butte  Electric  &  Power  Co. 
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Minutes     of     a     meeting     held     11/15-11/16/43     with     Hagenah,     J.E. 

Corette,     Jr.,     H.H.     Cochrane,     J.      Samuel     Hartt,      J.J.      Bickley, 

J.R.     Sullivan    &    a    Mr.     Hauck    to    discuss    status    of    the    original 

cost    study  and   options   available 

Semi-monthly     progress     reports     on     status     of     reclassification, 

from  October    1939    through   April    1941 

Semi-monthly    progress    reports    on    study   of    reproduction    cost-new 

of    lands   held   by   The   Montana    Power   Company    1939-1941 

Draft     of     report,     "Notes     on    Proposed    Reproduction    Cost    -    New" 

dated   July    1940 

Report       "Appraisal      of      Property      as      of      7/1/41      on      Basis      of 

Reproduction    Cost    -    New    Less    Depreciation    -    Summary,"    Addendum 

"Notes   on   Personnel,    Methods   and   Progress,"   author   unknown 

Report    "Reproduction    Cost    -    New    Compared    to    Original    Cost    as    of 

7/1/41"    prepared   by   J.R.    Sullivan 

Detailed    draft    report    of    the    history    of    the    Big    Hole    Dam    and 

its      progressive     ownership,      prepared      by     C.H.      Kirk,      2/25/43, 

including      comprehensive       study      on      original       cost,       deeds       or 

ownership    to    the   dam 

Detailed     draft     of     report     on     the     history    of     the     Canyon     Ferry 

Plant,     prepared     by     Kirk,     dated     10/26/42,     and     Canyon     Ferry's 

progressive     ownership,      including     a     summary     worksheet     on     the 

plant's   original    cost 

Drafts    of    reports     prepared    by    Kirk    between     10/42    and     3/43    on 

histories   and   original    costs   of: 

Flint    Creek 

Hauser   Lake 

Hebgen   Dam 
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Ho  Iter  Dam 

Livingston 

Madison 

Nunn  Plant 

Mystic  Lake 

Rainbow  Lake 

The  Montana  Power  Company  Annual  Report  to  Stockholders;  1943, 
1944,  1945,  1946  and  1964 
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LEGAL  VIEWPOINT 


The  Montana  Supreme  Court  has  confirmed  that  the  Commission  remains  free 
to  revalue  the  Company's  properties,  notwithstanding  the  Commission's 

1944  decision,  especially  now  that  "original  cost"  constitutes  a 
statutory  limit  on  rate  base  according  to  the  1975  amendment  to  RCM 
1947,  Section  70-106.  In  Re  Montana  Power  Company,  590  P  2d  1140 
(1979).  That  leaves  the  Commission  free  to  be  guided  by  persuasive 
precedents  and  authorities  which  have  defined  legitimate  cost  in  the 
regulatory  context.   One  such  persuasive  authority  is,  of  course,  the 

1945  decision  of  the  Federal  Power  Commission  (and  the  cases  on  which  it 
relies)  concerning  the  legitimate  original  cost  of  the  Company's 
properties.   Montana  Power  Company,  4  FPC  213,  57  PUR(NS)  193  (1945). 

The  FPC's  1945  views  have  been  followed  and  upheld  in  subsequent  cases. 
For  example,  the  1945  decision  disallowed  any  write-up  of  plant  value 
associated  with  the  pre-1912  mergers  and  acquisitions  and  the  1912 
consolidation  into  The  Montana  Power  Company.  In  a  similar  circumstance 
the  SEC  subsequently  approved  a  utility's  acquisition  of  an  unaffiliated 
utility,  with  the  investment  to  be  recorded  at  the  "underlying  book 
value"  of  the  acquired  company  in  "accordance  with  the  pooling  of 
interest  concept  of  accounting,"  which  does  not  allow  any  write-up 
associated  with  the  acquisition.  Consolidated  Natural  Gas  Company,  79 
PUR3d  108,  112  (1969). 

Likewise,  the  1945  FPC  decision  disallowed  any  write-up  associated  with 
Ryan  and  Montana  Power's  pooling  of  interests  in  1913.    In  a  case 
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subsequent  to  that  decision,  the  FPC  excluded  from  rate  base  the  profit 
to  a  property  holder  who  had  pooled  his  properties  with  the  utility  in 
return  for  stock  in  the  utility.  Pennsylvania  Water  &  Power  Company,  8 
FPC  1,  28  (1949).  The  FPC  was  affirmed  on  that  specific  point  as  well 
as  others  by  the  Court  of  Appeals,  Pennsylvania  Water  &  Power  Company  v. 
FPC,  193  F  2d  230,  244  (D.C.  Cir.  1951),  and  was  categorically  affirmed 
by  the  Supreme  Court,  343  U.S.  414,  424  (1952). 

Again,  the  1945  FPC  decision  disallowed  any  write-ups  that  had  occurred 
when  Great  Falls  Water  Power  &  Townsite  Company  established  Great  Falls 
Power  Company  in  1910  or  when  Ryan  established  Thompson  Falls  Power 
Company  in  1913  (shortly  before  pooling  his  interests  with  Montana 
Power).  No  further  citation  is  necessary  for  the  unquestionable 
proposition  that  an  owner  of  property  cannot  create  a  cost  merely  by 
establishing  a  subsidiary  or  incorporating  his  interests. 
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RATEMAKING  ALTERNATIVES 


The  plant  valuation  difference  of  $15,853  million  has,  for  the  most 
part,  existed  since  1945.  For  ratemaking  purposes  it  has  been  earning 
since  that  time  a  rate  of  return  for  the  Company  and  its  stockholders. 
The  $15,853  million  apparently  entered  into  "fair  value"  determinations 
of  rate  base  before  1975  and  was  allowed  in  the  original  cost  rate  base 
in  the  1977  case,  subject  to  prospective  revaluation  (Order  No.  4220C, 
at  page  16).  Virtually  the  entire  amount  of  the  difference  is  contained 
in  FERC  Account  330  -  Hydraulic  Production  Land  and  Land  Rights;  an 
account  not  generally  subject  to  depreciation  or  amortization  (formerly 
FPC  Account  320).  Essentially  no  depreciation  or  amortization 
associated  with  the  differential  has  been  included  in  cost  of  service  or 
has  been  accumulated  to  date. 

Ratemaking  Alternatives  of  the  Montana  Commission 

Fox  &  Company  and  Spiegel  &  McDiarmid  believe  that  the  Montana 
Commission  has  available  to  it  the  following  ratemaking  alternatives  for 
disposition  and  resolution  of  this  plant  valuation  differential  issue: 

Amortize  the  difference  below  the  line  over  a  specified  period 
of  time  and  eliminate  the  difference  from  rate  base 

Amortize  the  difference  below  the  line  over  a  specified  period 
of  time  but  leave  the  unamortized  portion  of  the  difference  in 
rate  base 
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Amortize  the  difference  above  the  line  over  a  specified  period 
of  time  and  leave  the  unamortized  portion  of  the  difference  in 
rate  base 

Leave  the  difference  in  rate  base  as  it  has  existed  since  1945 

Essentially  two  processes  are  available  to  the  Montana  Commission  for 
determination  of  the  ratemaking  alternative  to  be  adopted  regarding  this 
issue. 

Adoption  of  a  ratemaking  alternative  through  mutual  agreement 
between  the  Montana  Commission  and  the  Company  without  the 
complete  hearing  process  (i.e.,  through  stipulation) 

Adoption  of  a  ratemaking  alternative  after  the  hearing  process 
has  been  completed 
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RECOMMENDATION 


Fox  &  Company  and  Spiegel  &  McDiarmid  recommend,  based  on  our 
preliminary  review,  that  the  Montana  Public  Service  Commission  and  its 
Staff  not  recognize  for  rate  base  purposes  any  part  of  the  $15,853 
million  valuation  differential  that  has  existed  on  The  Montana  Power 
Company's  books  since  1913.  In  addition,  we  recommend  that  no 
amortization  amount  be  allowed  as  part  of  utility  operating  expenses  in 
computing  revenue  requirement.  We  are  convinced  that  from  both  legal 
and  accounting  points  of  view,  the  Commission  and  its  Staff  have  an 
adequate  basis  on  which  to  pursue,  defend  and  prevail  on  a  position 
advocating  non-recognition  for  ratemaking  purposes  of  the  valuation 
differential . 

As  we  pointed  out  in  our  proposal,  a  process  of  stipulation  on  this 
issue  would  save  a  significant  share  of  the  tax  dollars  appropriated  for 
this  project.  Our  recommendation  of  complete  non-recognition  of  the 
valuation  differential  appears  to  us  to  be  reasonable  in  light  of  the 
facts  that  Montana  is  now  an  original  cost  jurisdiction  and  that 
adequate  proof  exists  for  a  legitimate  determination  that  the 
transactions  causing  the  $15,853  million  at  issue  were  nothing  more  than 
write-ups  of  plant  above  the  original  legitimate  cost  of  the  property 
when  dedicated  to  public  use  with  no  identifiable  additional  costs. 

If  a  stipulation  is  not  possible,  your  Consultants  recommend  proceeding 
with  the  full  hearing  process. 
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